ST 99-0403-G L 12/28/1999 AUTOMOBI LE RENTI NG TAX

Effective July 20, 1999, the Autonobile Renting Cccupation and Use Tax Act
excludes from tax any receipts received by an autonobile dealer from a
manuf acturer or service contract provider for reinbursenment of that
autonobi l e dealer’s cost in providing |oaner autonobiles. See Public Act
91-0193. (This is a dL).

Decenmber 28, 1999

Dear XXXxX:

This letter is in response to your letter dated August 30, 1999, your follow
up letter dated Cctober 29, 1999, and our |latest telephone conversation of
Decenber 10, 1999. The nature of your letter and the information you have
provided require that we respond with a General Information Letter, which is
designed to provide general information, is not a statenent of Departnent policy
and is not binding on the Departnent. See 2 IlIl. Adm Code 1200.120(b) and (c),
encl osed.

In your August 30, 1999 letter, you have stated and made inquiry as follows:

This letter and the information provided hereinbelow are respectfully
submtted on behalf of ny client, (hereinafter ‘Cient’) an Illinois
i censed and franchi sed new notor vehicle dealer wthin the definition
of the Illinois Vehicle Code (625 ILCS 5/5-101) and is intended to
seek a General Information Letter, to obtain general information
pursuant to 2 Ill. Adm Code 1200.120(b) and (c). Cient offers to
its custoners who |ease new notor vehicles of a specific autonobile
manuf acturer’s line, a service loaner at no charge to the customner
during the lease period when the |eased vehicle is being repaired
under warranty. In short, the service loaner is provided to the
custonmer when the vehicle he or she is leasing is repaired under the
manuf acturer’s warranty. Wth respect to any money Cient receives
from the autonobile manufacturer reinbursing dient pursuant to the
manuf acturer’s warranty and the reinbursenent is nmade to recover the
costs of operating the vehicle as a service |oaner, please confirm
whet her ‘gross receipts’ does not include receipts received by Cdient
from the manufacturer for use of the service |oaner by customer while
custoner’s leased vehicle is being repaired by dient under
manuf acturer warranty, as provided for in 35 ILCS 155/2, as anended
effective July 20, 1999, by Public Act 91-0193.

In the above, what if the daily rental rate on the service |oaner
provided to the custonmer at no charge is $30.00, (with $18.00 thereof
reinmbursed to Client by the autonobile manufacturer consistent with 35
ILCS 155/2, as anended, and discussed above), and with $12.00 thereof
charged internally by dient. Pl ease confirm whether the $12.00
internal charge, which we are advised is charged by one internal
department within the dealership to another, is not included in the
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‘gross receipts’ for purposes of the Autonobile Renting Tax. For
purposes of clarity, please consider the follow ng 2 exanples:

A Free Custoner Loaner
Assune $30.00 per day rental

$18. 00 manufacturer reinbursement to deal er per manufacturer’s
warranty to recover costs for | oaner vehicle

$12. 00 internal charge
No noney is tendered by custoner

In the above scenario, what is the anmbunt of ART tax the dealer would
remt to the State of Illinois, if any?

B. Servi ce Loaner — Benefit At Tinme of Custoner’s Lease of Vehicle

Assune as part of the sale of the vehicle by dealer for |ease
by Iessor/captive finance conpany dealership reduced its
profit and established a reserve account for $45.00

Assune $30.00 per day rental

$18. 00 manufacturer reinbursement to deal er per manufacturer’s
warranty to recover costs for | oaner vehicle

$12. 00 internal charge

On what anount, if any, should ART tax be collected and remtted by
dealer to State of Illinois?

Pl ease confirm and advise with respect to the above at your earliest
conveni ence. If you have any questions, feel free to contact ny
office, or you may feel free to fax ny office, at the nunbers herein
set forth. Thank you for your consideration.

In your OCctober 29, 1999 letter, you have stated and nade inquiry as
fol |l ows:

This letter and the information attached hereto is in furtherance of
our telephone conversation this date and wll suppl ement  the
correspondence to you from ny office, dated August 30, 1999,
respectfully submtted on behalf of ny client, (hereinafter ‘Dealer’)
an Illinois licensed and franchised new notor vehicle dealer wthin
the definition of the Illinois Vehicle Code (625 ILCS 5/5-101) and is
intended to seek a General Information Letter, to obtain general
information pursuant to 2 IIl. Adm Code 1200.120(b) and (c). Deal er
has heretofore witten to inquire about the tax inplications of a
program offered by COWANY to its licensed, franchised new vehicle
deal ers, known as the Transportati on Assistance Program | (hereinafter
“TAP'), which is intended by the manufacturer to support dealers’
costs for a service |oaner program Dealer offers to its customers
who have either |eased or purchased from Dealer a new Ford notor
vehicle, a service loaner at no charge to the custoner during the
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| ease or ESP period when the custoner’s vehicle is being repaired. At
the time of ny August 30, 1999 correspondence, mny office had not
received any information dissem nated by COMPANY as to the paraneters
of the TAP program

However, since that tine, my office has received the enclosed
i nformati on regarding the TAP program whi ch should serve to shed |ight
on the nature of ny inquiry, to wit: whether, in the wake of the
promul gation by the State of Illinois of the recent anmendnent (P.A
91-0193) to the Autonobile Renting and Cccupation Use Tax Act (35 ILCS
155/2) (effective July 20, 1999), ‘gross receipts’ includes paynents
received by an Illinois new notor vehicle deal er under the TAP program
from COMPANY for the use of a notor vehicle by a custoner while that
custoner’s vehicle is being repaired by that notor vehicle dealer. In
short, the service loaner is provided to the customer when his or her
vehicle is being repaired by the dealership that is providing the
service |oaner, and the manufacturer’s paynment to the deal er supports
the deal ership’s costs for the service | oaner program

In the followi ng Exanple A, which represents a free service | oaner (no
charge to the custoner) if the daily rental rate on the service | oaner
provided to the custoner by the dealership at no charge is $30.00,
with $18.00 thereof reinbursed to the dealership by the manufacturer
to support the dealership’s costs for said service |oaner, what is the
amount of the ART tax the dealer would remt to the State of IIllinois,
if any?

A Free to Custonmer — Service Loaner
Assurme $30.00 per day rental rate - no charge to custoner

$18. 00 nmanufacturer reinbursenent to dealer to recover costs
for | oaner vehicle

In the follow ng Exanple B, on what anount, if any, should ART tax be
collected and remtted by dealer to State of Illinois?

B. Servi ce Loaner — Benefit At Tinme of Custoner’s Lease of Vehicle

Assune as part of the original sale price of the vehicle
either to custoner or to |easing company for subsequent |ease
to the custoner an amount of $45 is included or the deal ership
reduces its profit by $45.00 and internally establishes a
reserve account ($45.00 per vehicle) to support its service
| oaner program

Assurme $30.00 per day rental rate

$18. 00 manufacturer reinbursement to deal er per manufacturer’s
warranty to recover costs for | oaner vehicle

$12.00 internal charge (by dealership Rental Department to
another internal dealership departnent) to recover costs for
| oaner vehicle
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I trust the enclosed supplenental information will be hel pful. Again,
thank you in advance for your consideration. If you have any
guestions, feel free to contact ny office, or you may feel free to fax
my office, at the nunbers herein set forth.

Public Act 91-0193, effective July 20, 1999, anended the Autonobile Renting
Cccupation and Use Tax Act to excl ude:

“receipts received by an autonobile dealer from a manufacturer or
service contract provider for the use of an autonobile by a person

while that person's autonobile is bei ng repaired by t hat
aut omobi l e deal er and t he repair is nmde pursuant to a
manuf acturer's warranty or a service contract wher e a
manuf act ur er or service contract provider reinburses that

aut omobi |l e deal er pursuant to a manufacturer's warranty or a service
contract and the reinbursenent is nerely made to recover the costs of
operating the autonobile as a | oaner vehicle.”

Wth respect to Exanple A (August 30 letter):

If a manufacturer or service contract provider provides an autonobile deal er
with a reinbursement pursuant to a manufacturer’s warranty or service contract
merely for the costs of operating an autonobile as a |oaner vehicle for a person
while that person’s autonobile 1is being repaired, the amunt of that
rei mbursenment is not subject to Autonobile Renting Cccupation and Use Tax. For
exanple, if an autonobile dealer receives such a reinbursenment in an anount of
$18, the $18 woul d not be subject to Autonpbile Renting Occupation and Use Tax.

If the dealer receives an anpunt as a paynent or a reinbursenent from any
other source for the loaning/renting of the autonobile, that anount would
generally be subject to Autonpbile Renting Occupation and Use Tax. You
indicated in our latest telephone conversation that the dealership obtains no
paynment or reinbursenent from any source for the remainder of its costs in
| oaning/renting out the vehicle. |If the dealer “charged” an amount on its books
to a departnment or division within that dealership which represented the
remai nder of its costs in |loaning/renting out the vehicle and that departnent or
division was either not separately registered with the Departnent or not
considered to be a separate legal entity from the deal ership, then that charge
woul d not be subject to tax.

Wth respect to Exanple B (August 30 letter):

The same general concepts set out above for Example A above will also apply
to your Exanple B. A dealer who sets out or reserves a specified anmunt of
funds, from the sales price of the vehicle, in a separate account on its books
and records to track its costs associated with providing that custoner with a
| oaner vehicle while the custoner’'s vehicle is being repaired, will not subject
those funds to Autonobile Renting Cccupation and Use Tax liability. Pl ease note
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that this is true only so long as the deal er makes no separate charge in addition
to the sale price of the vehicle for the use of such a | oaner vehicle.

Wth respect to Exanple A (Cctober 29 letter):

Pl ease see our answer to Exanple A from your earlier August 30'" letter.
Again, please note that if the dealer receives an amunt as a paynent or a
rei mbursement from any other source for the loaning/renting of the autonobile,
t hat anmount woul d be subject to Autonobile Renting GCccupation and Use Tax.

Wth respect to Exanple B (Cctober 29 letter):

Pl ease see our answer to Exanple B from your earlier August 30'" letter.
This exanple does reference the possibility of an additional charge to the
custoner that can be used to reduce the dealer’s costs in providing such a | oaner
vehi cl e.

CGenerally, if the dealer nerely increases his selling price of the vehicle
to cover his wunreinbursed |oaner vehicle costs, the entire increased selling
price is subject to Retailers' COccupation Tax liability. It makes no
difference in respect to the dealer’s Retailers' Occupation Tax liability that
the deal er has placed part of the selling price into a reserve account to support
that dealer’s service |oaner program We do not believe, however, that the
increased anmobunt of the selling price would be subject to Autonobile Renting
Cccupation and Use Tax when all or part of those funds are renoved from the
reserve account and applied to the |oaner vehicle costs. These funds represent
part of the selling price of the vehicles and do not represent charges made by
deal ers to custoners specifically for renting autonobiles.

However, if a separate charge (not included in the selling price of the
vehicle) is nmade up front to the custonmer specifically for the use of a |oaner
vehicle, that charge will be subject to Autonobile Renting Cccupation and Use Tax

liability at the time the deal er provides the | oaner vehicle to the custoner.

I hope this information is helpful. The Department of Revenue maintains a
Web site, which can be accessed at ww. revenue.state.il . us. If you have further
guestions related to the Illinois sales tax |aws, please contact the Departnent's

Taxpayer Information Division at (217) 782-3336.

If you are not under audit and you wish to obtain a binding Private Letter
Rul i ng regardi ng your factual situation, please submt all of the information set
out initens 1 through 8 of the enclosed copy of Section 1200.110(b).

Very truly yours,

Terry D. Charlton
Associ ate Counsel
TDC: msk
Enc.



